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POSTWAR USE OF CONSUMER FUNDS
Consumer spending and saving decisions
were stabilizing factors in the economy dur-
ing the second year of the defense emergency,
offsetting in part the increasing diversion of
output to national security purposes. During
much of the first year after the outbreak of
hostilities in Korea, consumer spending
added to inflationary pressures in markets
for many goods and services. During the
second defense year consumer expenditures
for nondurable goods and services kept pace
with rising incomes, but purchases of new
homes and of consumer durable goods were
smaller than in the preceding 12 months and
the flow of consumer funds into financial
assets was substantially larger.
Consumer indebtedness of all types con-
tinued to increase from the high level out-
standing at the time of the Korean outbreak.
The growth in debt, however, was slower in
the second defense year than in the first, and
was not much above the average for the four
postwar years before June 1950. The increase
in consumer holdings of financial assets, on
the other hand, was considerably greater
in the past year than in the earlier periods.
MOVEMENT TOWARD PREWAR PATTERNS
The ways consumers dispose of funds ob-
tained from personal income, borrowing, and
sales of assets reflect a wide range of needs,
preferences, and requirements. Expenditures
for nondurable goods and services such as
food, clothing, and rent account for the
largest part of all consumer uses of funds.
Capital outlays for new homes, automobiles,
and other durable goods are another impor-
tant use of funds, as are transactions that add
to consumer holdings of financial assets.
Payment of personal taxes is now a substan-
tial item. Finally, investments in their own
enterprises are a use of funds by proprietors
of farms and other unincorporated busi-
nesses. Shifts in consumer preferences, par-
ticularly as between outlays for capital
goods and additions to financial assets, have
contributed greatly to postwar changes in
general economic activity.
Consumer expenditures for new homes
and durable goods were large and generally
increasing throughout the period July 1946
through June 1950. Even during the mod-
erate recession of 1948-49, consumer capital
outlays declined less and recovered earlier
than business investment expenditures. For
the pre-Korean period as a whole, the value
of consumer purchases of capital goods aver-
aged almost three and a half times the re-
stricted wartime rate.
Expenditures for nondurable goods and
services, which had increased in the war
period, rose further in early postwar years.
The relative increase from wartime levels,
however, was much smaller than the rise in
consumer outlays for capital goods, produc-
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1 Increase in business assets of farms and other unincorporated
businesses less depreciation of business assets and increase in
business liabilities. Personal activities of farmers and other pro-
prietors, such as payments of personal taxes, consumption ex-
penditures, and increases in personal holdings of financial assets,
are included with activities of other consumers in the appropriate
lines of the table.
2 A net decrease (net source of funds to consumers) in this period.
3 Includes increases in assets of nonprofit organizations and
statistical discrepancy (outlays not accounted for).
NOTE.—Columns may not add to 100 per cent because of round-
ing. Basic data from U. S. Department of Commerce and Secur-
ities and Exchange Commission, with supplementary estimates by
Federal Reserve.
tion of which had been cut back sharply
during the war. In contrast to the high level
of expenditures for capital goods, consumer
use of funds to acquire financial assets was
substantially below the high wartime rate.
The assets acquired included liquid assets
such as currency and bank deposits, United
States Government securities and savings
and loan shares, and other financial claims
such as private insurance and pension re-
serves, and corporate and municipal securi-
ties.
In important respects these postwar
changes brought the allocation of consumer
funds closer to the pattern prevailing in
prewar years. As is shown above in the table,
funds allocated to durable goods, new homes,
and financial assets respectively were about
the same proportion of all consumer uses
of funds in the four years preceding Korea
as they had been in the four years just before
World War II.
Principal differences in the pattern of
consumer use of funds before and after the
war were the substantially larger part of the
total paid out in personal taxes and the
smaller part accounted for by purchases of
nondurable goods and services. The rise in
personal tax payments, reflecting higher
income taxes carried over from the war
period as well as higher levels of employ-
ment and income, brought the ratio of
personal taxes to total consumer uses of
funds above 9 per cent from about 3.5
per cent in the prewar years.
The smaller proportion of funds used for
nondurable goods and services reflected
mainly the relatively slow rise in utility prices
and the continuation of rent controls in many
areas after the war. Expenditures for non-
durable goods rose rapidly in early postwar
years, owing in part to sharp increases in
food and apparel prices. In the four years
after the war, purchases of food, clothing,
and other nondurable goods averaged more
than two and a half times prewar levels and
were about the same relative share of all
consumer uses of funds as in prewar years.
Consumer expenditures for services, al-
though twice prewar levels, were a substan-
tially smaller share of the total.
PERSONAL CONSUMPTION EXPENDITURES, SELECTED PERIODS
IN CONSTANT (1939) PRICES








































NOTE.—Details may not add to totals because of rounding.
Basic data from U. S. Department of Commerce and Council of
Economic Advisers; July 1946 through June 1950 estimates by
Federal Reserve.
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Even after differential price movements
are taken into account, expenditures for non-
durable goods and services lagged behind
other postwar uses of consumer funds. As
is shown in the second table, purchases of
nondurable goods and services increased
approximately 40 per cent, in terms of con-
stant (1939) prices, while outlays for durable
goods rose some 75 per cent. The number
of new homes purchased increased almost
90 per cent.
IMPACT OF THE DEFENSE EMERGENCY
Invasion of South Korea in June 1950
accelerated the increase in consumer expendi-
tures, particularly for items expected to be
most affected by military requirements. Con-
sumer purchases of new homes and durable
goods, which had reached the highest point
of the pre-Korean period in the first half of
1950, rose sharply in the following three
months. Demand for durable goods abated
in the autumn of 1950, but increased again
with news of military reverses toward the
end of the year and in the early months of
1951. Peaks reached in the second round
of spending were below those of the earlier
buying period, and by the second quarter of
1951 purchases of durable goods had declined
to about their immediate pre-Korean level.
For the entire first year after the invasion,
expenditures for new homes and durable
goods amounted to 20 per cent more than
in the previous year and some 40 per cent
more than the average for the preceding four
years. The increases were greater for new
homes than for consumer durable goods and,
in durable goods, they were more rapid for
automobiles than for home furnishings.
Expenditures for nondurable goods and serv-
ices were 15 per cent above their average for
the earlier postwar years, but continued to
decline as a share of all consumer uses of
funds.
In part, the increase in consumer expendi-
tures reflected the higher level of retail prices,
but even in terms of constant prices the
volume of new homes and durable goods
purchased was considerably larger than in
the previous year and well above the average
for the four pre-Korean years. The corre-
sponding rise for nondurable goods and
services was much more moderate.
Despite the increase in consumer spending
and in personal tax payments, incomes and
borrowing were sufficiently large to permit
consumers as a group to continue acquiring
financial assets at the relatively high rate of
the preceding four years.
MODERATION OF DEMAND FOR HOMES
AND DURABLE GOODS
As the impact of anti-inflation measures
applied by the Government became increas-
ingly felt throughout the economy, con-
sumers altered their disposition of funds
considerably. Reaction from earlier intensive
buying and heavy borrowing, higher tax
payments, and the effectiveness of restraints
on new borrowing were reflected in a decline
in consumer expenditures for capital goods.
In the second year of Korean hostilities, these
expenditures were about 15 per cent smaller
than in the preceding year; they declined
from a sixth to about an eighth of all con-
sumer uses of funds. Expenditures for
nondurable goods and services increased
somewhat, and were about the same propor-
tion of all consumer uses of funds as in
the first year after the Korean invasion.
The proportion of consumer funds used to
acquire financial assets rose sharply, as is
shown in the chart on the following page,
and personal tax payments continued to in-
crease.
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CONSUMER USES OF FUNDS
20 - 58
Source.—Basic data from U. S. Department of Commerce
and Securities and Exchange Commission, with some items
estimated by Federal Reserve. "Other" includes net increase
in unincorporated business equities.
Consumer expenditures for homes and
durable goods, although smaller than in the
first year of Korean hostilities, represented
a substantial dollar amount and physical
volume of purchases. Expenditures for dur-
able goods alone in constant (1939) prices,
while down almost a fifth from the preced-
ing 12 months, were almost as large as the
very high average for the four years preced-
ing Korea. The number of new homes
purchased in the second year of hostilities
was also about a fifth below the peak rate
for the first defense year although about
a fifth above the average in earlier postwar
years.
CHANGES IN FINANCIAL POSITION
Postwar shifts in consumer spending have
been reflected in a substantial adjustment in
the financial position of consumers. War-
time developments—high incomes, scarcities
of consumer goods, and price controls—en-
abled consumers to add substantially to their
holdings of financial assets. From the end
of 1941 through 1945 consumers acquired
more than 22 billion dollars a year of liquid
assets and 3 billion of other financial claims,
while their total indebtedness rose less than
one billion dollars a year.
This growth in financial wealth was an
important factor enabling consumers to
satisfy deferred demands in the postwar
period as the production of homes, automo-
biles, and other durable goods expanded.
Nevertheless, the record volume of spending
in postwar years did not reduce aggregate
consumer holdings of financial wealth. Con-
tinued high incomes and the availability of
credit to finance purchases enabled con-
sumers as a group to add moderately to
liquid asset holdings and to acquire sub-
stantial amounts of other financial assets such
as insurance reserves and corporate securities.
The major postwar shift in the financial
activities of consumers has been the sharp
increase in all types of borrowing, as is shown
in the chart on the opposite page. From
mid-1946 to June of this year, mortgages and
other liabilities incurred in purchases of
homes, goods, services, and securities in-
creased almost 8 billion dollars a year, about
a third less than the rise in their holdings of
all financial assets, but almost twice as much
as additions to consumer holdings of liquid
assets.
Service charges on this indebtedness in-
creased more rapidly than personal income
or liquid assets. Rough estimates of required
amortization and interest payments on all
consumer liabilities indicate a tripling of
annual debt service charges over the entire
postwar period, an increase from about one-
twentieth of personal income soon after the
end of the war to about one-tenth in the first
half of 1952. To some extent, these larger
fixed charges replaced consumer expendi-
tures for comparable services; for example,
mortgage amortization and interest pay-
ments were made in lieu of rental payments.
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GROWTH IN CONSUMER.FINANCIAL ASSETS AND LIABILITIES
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Source.—Federal Reserve estimates based pn data from U. S.
Housing and Home Finance Agency, Securities and Exchange
Commission, and others.
They also represented for some consumers
a means of financing capital expenditures
which could not easily have been made out of
current income or accumulated liquid asset
holdings.
Postwar changes before Korea. A consid-
erable part of the increase in consumer
indebtedness occurred in the postwar years
before the beginning of the defense emer-
gency. In the course of spending almost 120
billion dollars for new homes and durable
goods from mid-1946 to mid-1950, consumers
increased their indebtedness 30 billion dol-
lars, an average of 7.5 billion dollars a year.
The increase in total liabilities during this
period was almost twice the increase in con-
sumer liquid asset holdings, and estimated
service charges on the growing indebtedness
rose faster than personal income or liquid
asset holdings. In the same period, however,
consumers also added more than 6 billion
dollars a year in other financial assets—al-
most 5 billion in private insurance and pen-
sion reserves, and more than a billion and a
half in other financial claims such as cor-
porate securities, State and local government
obligations, mortgages, and credit union
shares. Altogether, the growth of liquid
and other financial assets amounted to some-
what more than 10 billion dollars a year and
exceeded the average increase in indebted-
ness by more than a third.
First year of defense emergency. The flow
of consumer funds into financial assets con-
tinued at a high rate in the first year after
the invasion of Korea, but the composition
of asset accumulation changed sharply. The
increase in holdings of liquid assets—cur-
rency, bank deposits, Government securities,
and savings and loan shares—amounted to
only about one-third of the average annual
increase in the preceding four years. The
smaller flow into liquid assets was largely
attributable to reduced purchases and in-
creased redemptions of Government securi-
ties. Currency and demand deposit balances
increased substantially, but time deposits
were almost unchanged. Saving and loan
shares continued to grow at about the pre-
Korean rate.
GROWTH IN CONSUMER FINANCIAL ASSETS, SELECTED PERIODS
[In billions of dollars]
Type of asset
Total financial assets *
Liquid assets
Currency and bank deposits. .
Savings and loan shares
U. S. Government securities.
Other























































1 Excludes estimated changes in financial assets owned directly
by unincorporated businesses, nonprofit organizations, and credit
unions. Estimated changes in assets of self-administered pension
plans are included in "private insurance and pension reserves."
2 Changes are calculated as purchases minus sales of securities in
each period and do not measure the change in market value of
securities held.
3 Includes State and local government securities, credit union
shares, mortgages, and credit balances due from security dealers.
NOTE.—Details may not add to totals because of rounding.
Federal Reserve estimates based on data from Securities and
Exchange Commission and others.
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Consumer additions to other types of finan-
cial assets increased at well above earlier
rates. The flow of funds into private in-
surance and pension reserves rose by a fourth,
and consumer net purchases of corporate
securities registered one of the largest 12-
month increases on record. All told, the
increase in financial assets exceeded 10 bil-
lion dollars, about the same rate as the aver-
age for the preceding four years.
Reflecting the large volume of expendi-
tures for homes and durable goods in this
period, consumer liabilities increased con-
siderably, although somewhat less than
financial assets. Most of the rise in liabilities
occurred in the second half of 1950, and
brought a substantial increase in debt service
charges. Personal tax payments also rose,
following the higher rates imposed in late
1950. Tax payments and debt service charges
together amounted to approximately one-
fourth of personal income in the first half
of 1951 as compared with about one-fifth in
the half year before the Korean invasion.
Income after taxes and debt servicing in-
creased, but no more than the prices of goods
and services purchased by consumers.
Second defense year. In the second year
of the defense emergency, consumer empha-
sis shifted from the purchase of capital goods
to the acquisition of financial assets. Prior
satisfaction of the most urgent demands for
consumer capital goods and the attendant
rise in consumer liabilities were important
factors underlying the shift. More immedi-
ate considerations were the continued availa-
bility of most types of consumer goods de-
spite threatened shortages and the restraints
exerted on credit financing of homes and
durable goods.
Expenditures for new homes and durable
goods fell well below those of the previous
year, while the amount of consumer funds
used to acquire financial assets increased
substantially. Almost half of the rise was
accounted for by increases in consumer hold-
ings of liquid assets, as compared with only
about one-eighth in the preceding 12 months.
At midyear 1952, consumer holdings of
liquid assets amounted to approximately 175
billion dollars. In addition to the growth in
these assets, private insurance reserves con-
tinued to expand and another sharp rise oc-
curred in net purchases of corporate secu-
rities. The flow of consumer funds into all
types of financial assets exceeded 16 billion
dollars.
Reduction in consumer expenditures for
capital goods was accompanied by a slower
rate of growth in consumer indebtedness.
Mortgages and other consumer liabilities
increased 8 billion dollars, as compared with
more than 9 billion in the preceding year.
About one-seventh of the increase in liabili-
ties was attributable to the rapid rise in con-
sumer instalment credit, largely for the pur-
chase of automobiles and other durable
goods, following suspension of Regulation
W early in May of this year.
Financing patterns. Postwar changes in
the disposition of consumer funds and the
methods by which expenditures were
financed have modified the structure of
consumer indebtedness. Changes were prin-
cipally in the source of funds rather than the
purpose of borrowing, as is shown in the
table on the following page.
Mortgages accounted for some 70 per cent
of the 77 billion dollars owed by consumers
at mid-1952, a slightly larger proportion
than at the end of World War II. Consumer
credit to finance purchases of goods and
services represented more than a quarter of
the indebtedness at mid-1952 as compared
with a fifth at the end of 1945. Loans to
finance purchases of securities, which de-
clined after the last war loan drive in 1945,
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INDEBTEDNESS OF CONSUMERS, SELECTED DATES
[Estimated amounts outstanding, in billions of dollars]
























































1 Categories of indebtedness refer to the principal purpose for
which loans were obtained. Real estate debt excludes estimated
amounts of mortgages on 1- to 4-family dwellings owed by other
than owner-occupants. Debt incurred in purchases of goods and
services is the Federal Reserve series on total consumer credit.
Other indebtedness includes security loans owed to banks and
security brokers and dealers, and share loans owed to savings and
loan associations.
2 Includes commercial and mutual savings banks, life insurance
companies, credit unions, and savings and loan associations.
3 Data not available.
Source.—Federal Reserve estimates, based on data from U. S.
Housing and Home Finance Agency, Securities and Exchange
Commission, and others.
have increased little in recent years. In
June 1952 they represented less than 4
per cent of all consumer liabilities.
The share of consumer debt held by finan-
cial institutions—banks, life insurance com-
panies, savings and loan associations, and
credit unions—has grown substantially since
the end of the war. It amounted to more
than two-thirds of all consumer liabilities in
June 1952 as compared with little more than
one-half in December 1945. The relative
share owed to other lenders, such as mer-
chants, security dealers, and finance com-
panies, has dropped accordingly, although
the dollar amount owed to such lenders has
doubled since the end of the war. The
growth of consumer borrowing from finan-
cial institutions reflects the increasing share
of residential real estate credit supplied by
institutional lenders. In the 12 months end-
ing in June 1952, these lenders supplied
about 75 per cent of the net funds borrowed
by consumers.
Financial institutions not only supply the
bulk of consumer financing but also receive
most of the consumer funds applied to finan-
cial uses. The flow to institutions in the
form of deposits, net premium payments,
and share purchases exceeded 13 billion dol-
lars last year, or more than four-fifths of all
consumer financial uses of funds. This
proportion has increased in recent years.
The flow of consumer funds into other finan-
cial uses has also increased, but less sharply
than the flow to financial institutions. Re-
ductions in holdings of United States Gov-
ernment securities have partly offset sub-
stantial additions to consumer holdings of
corporate securities.
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